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EIN: ******* *** 

, Dear Applicant:  

T h i s  is i n  rep ly  to your app lca t ion  f o r  recognit ion of exemption 
under s e c t i o n  501(c)(3) of the  I n t e r n a l  Revenue Code of 1954. 

You a re  a s e l f  management, self help  cooperative housing organizat ion 
which l eases  only t o  low and moderate income households. Your A r t i c l e s  
of Incorporat ion i n d i c a t e  t h a t  your purposes are t o  provide leased cooperative 
housing,  community f a c i l i t i e s  and o ther  goods and se rv ices  f o r  households 
earning not more than  e ighty  percent of the  * * * * *   area median income a s  
determined by the  United S t a t e s  Department of Housing and Urban Development. 

You have rented an apartment bui ld ing f o r  a 20 year term. A t  the  end 
of t h i s  period you have t h e  r i g h t  of f i r s t  r e f u s a l  to  purchase the  building.  
The bui lding was rennovated by the owner w i t h  funds provided by a Ci ty  
Block Grant of $*****  and a * year l o a n  of $*****  f ' r z ~  t h e  United S t a t e s  
Department of Housing and Urban Development. The b u i l d i w  h a s  apparently 
no t  been occupied s ince  ****. 

The owner of the  bui ld ing leases  i t  t o  you and you i n  t u r n  l e a s e  the  
u n i t s  t o  the  ind iv idua l  t e n a n t s .  The monthly r e n t a l  payments made by t h e  
t e n a n t s  are  s e t  by governmental guidelines.  However, i n  a d d i t i o n  t o  the  
l e a s e  payiileilt you make t o  the owner of the Ix l ld iqg ,  you pay a l l  u t i l i t y  
b i l l s ,  assessments, property t a x e s  and make payments on t h e  cons t ruc t ion  l o a n  
taken out t o  rennovate t h e  building. 

As a cooperat ive  organizat ion,  your a c t i v i t i e s  a r e  d i rec ted  by your 
members. Membership is open t o  a l l  t e n a n t s  and apparent ly  anyone i s  e l i g i b l e  
t o  become a tenant .  Appl icat ion fo r  membership i n  the o rgan iza t ion  serves  
a s  a wai t ing l i s t  f o r  vacancies  in t h e  building. 

Sec t ion  501(c)(3) of t h e  Code provides  for t h e  exemption from Federal  
income tax of organizat ions  organized and operated exclus ively  f o r  c h a r i t a b l e  
purposes* 
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Sect ion 1 .501(~) (3 ) -1  ( d ) ( 2 )  of the  Income Tax Regulations provides 
t h a t  t h e  term char i . table  i n c l u d e s  r e l i e f  of t h e  poor and d i s t r e s s e d  o r  of 
;he underprivileged and t h e  promotion of s o c i a l  we l fa re  by o rgan iza t ions  
designed t o  accomplish any of t h e  above purposes o r  t o  ( i )  lessen 
neighborhood t ens ions ,  ( i i )  e l i m i n a t e  p re jud ice  and d i sc r imina t ion ,  ( i i i )  
defend human and c i v i l  r i g h t s  secured by law, o r  ( i v )  combat comnunity 
d e t e r i o r a t i o n  and juveni le  delinquency. 

Sect ion 1 .SO1 (c)(3)-1 (b )  ( 1 )  of t h e  regu la t ions  provides that  an  
o rgan iza t ion  i s  organized exc lus ive ly  f o r  one o r  more exempt purposes 
only i f  i t s  a r t i c l e s  of organizatior? l i m i t  i t s  purposes t o  one or more 
exempt purposes and do not express ly  empower the  organiza ' i ion to  engage, 
otherwise than  a s  an  i n s u b s t a n t i a l  p a r t  of i t s  a c t i v i t i e s ,  i n  a c t i v i t i e s  
i.jh?ch +n thenselves  a r e  not  i n  fur therance  of one o r  more exempt purposes. 

Sec t ion  1 .501{~) (3 ) - l (b ) (4 )  of t h e  r e g u l a t i o n s  provides t h a t  a n  
organizat ion i s  not organized exclus ively  f o r  one o r  more exempt purposes 
-1n1.a~~ i t s  a s s e t s  a r e  ded ica ted  to  an  exempt purpose. T h i s  requirement,  
s t a t e s  among o the r  th ings ,  t h a t  upon d i s s o l u t i o n  of the  organizat ion i t s  
a s s e t s  be d i s t r i b u t e d  exc lus ive ly  f o r  exempt purposes. 

Sect  i o n  1.501(c) (3)-1 ( d l  ( 1  1 ( i i )  of the  regu la t ions  provides t h a t  an 
organizat ion i s  no t  organized and operated exc lus ive ly  f o r  c h a r i t a b l e  
prlrposes u n l e s s  it  serves  a public r a t h e r  than a p r i v a t e  i n t e r e s t .  

Rev. Rul. 65-201, 1965-2 C.R. 170 holds t h a t  a cooperat ive  housing 
organizatiorz ope ra ted  f o r  t h e  personal b e n e f i t  of i t s  tenant-owner members 
does not  q u a l i f y  f o r  exemption from Federal  income tax .  

Rev. Rul. 66-259, 1966-2 C.B.  214 holds t h a t  a t r u s t  which provides 
for t h e  revers ion  of p r i n c i p a l  on terminat ion t o  t h e  c r e a t o r  does n o t  
q u a l i f y  f o r  recogni t ion of exemption under sec t  i o n  501 ( c )  ( 3 )  of t h e  Code. 

Rev. R u l .  69-175,1969-1 C.R. 149 holds  t h a t  a nonprof i t  o rgan iza t ion  
formed by pa ren t s  of pup i l s  a t tending a p r i v a t e  school,  t h a t  provides 
school bus t r a n s p o r t a t i o n  f o r  i ts  member's ch i ld ren  se rves  a p r i v a t e  
r a t h e r  than  a public purpose and does not  t u a l i f y  f o r  exemption under 
s e c t i o n  S01(c)(3) of t h e  Code. When a group of ind iv idua l s  a s s o c i a t e  t o  
provide a cool' l r a t i v e  s e r v i c e  f o r  themselves they a r e  serving a p r i v a t e  
i n t e r e s t .  

Rev. Rul. 70-585, 1970-2 C.B. 1 1 5  holds t h a t  nonprof i t  o rgan iza t ions  
providing housing t o  low, and i n  c e r t a i n  circumstances,  moderate income 
f a m i l i e s  may q u a l i f y  f o r  exemption under s e c t i o n  501(c)(3) a s  a c h a r i t a b l e  
o rgan iza t ion .  

I n  Texas Trade School, 30 T.C. 642 Dec. 23, 040, a f f ' d  per  curiam, 
272 F2d 168  (1959) t h e  Court denied r e c o g n i t i o . ~  of exemption under s e c t i o n  
501(c)(3)  t o  an  o rgan iza t ion  which made valuatlle improvements upon land 
which was t o  r e v e r t  t o  t h e  p r i v a t e  owners aftcir  a  period of years  ever: 
though the  bui ld ing was used f o r  exempt purposes dur ing the  i n t e r i m  period.  
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An organizat ion providing housing t o  l m  and moderate income fami l ies  
may qua l i f y  fo r  exemptioll under s ec t i on  501 (c ) (3)  of t h e  Code. See Rev. Rul .  
70-585. However, i n  order  t o  so qua l i fy  a n  organization m u s t  s a t i s f y  the 
requirements of the  o rgan iza t iona l  and opera t iona l  t e s t s  of s ec t i on  501(c)(3). 

In Rev. Rul. 65-201 and 69-175 the Service held t h a t  cooperative 
endeavors generally operate t o  s e rve  the  pr ivate  i n t e r e s t s  of thei.r members. 
The information you have submitted es tabl ishes  t h a t  you operate  a s  a 
coopera+.ive endeavor f o r  your tenants  and po ten t ia l  tenants .  Although 
the apaL"ment bui lding i s  not  owned in  f e e  simple by you or t h e  tenants,  
you do have t he  r i gh t  of f i r s t  r e fu sa l  t o  purchase the h ~ i l d i n g  a t  the  
end of t h e  20 year  lease .  Furthermore, because your a c t i v i t i e s  a r e  di rected 
by the t enan ts  and po t en t i a l  t enan ts  and your r e n t s  a r e  s t r i c t l y  l imited,  
your members hold bas ica l ly  a l l  t h e  r i g h t s  of ownership except f o r  resale .  
Accordingly, you serve as  a veh ic le  fo r  your members t o  f u r t h e r  t h e i r  own 
i n t e r e s t s  a s  tenants.  In shor t ,  you a r e  a self-serving endeavor operated 
f o r  the mutual and personal benef i t  of your memhers. Accordingly, we have 
concluded t h a t  you do not qua l i f y  fgr  recogni t ion  of exemption under 
s ec t i on  501(c) (3 )  of t he  Code. 

I n  addi t ion,  t h e  owner of t h e  building has been unreasonably benef i ted 
by your operations.  It appears t h a t  by reason of your involvement the 
owner of the building was ab le  t o  take a previously unoccupied building,  
borrow funds through a government subsidized l o a n  program and have tho 
bui lding rennovated. More importantly, a t  the end of the term of the  l e a s e  
t h e  rennovated building may r e v e r t  to t h e  owner. In t h e  Texas Trade School 
case,  a s im i l a r  arrangement was held t o  preclude exemption under sec t ion  
501(c)(3) of t h e  Code. 

Accordingly, we have concluded t h a t  you se rve  t h e  p r i va t e  i n t e r e s t s  
of your members by operat ing on a cooperative bas i s  and you serve the 
p r i v a t e  i n t e r e s t s  of the owner of the building because the subs t an t i a l l y  
improved building may r e v e r t  to here upon termination of t h e  lease .  

Furthermore, you do not s a t i s f y  t h e  requirements of t h e  organizat ional  
t e s t  of s ec t i cn  501(c)(3) of t h e  Code. As previously explained, the  purpose 
of operating a cooperative housing endeavoi is not a n  exempt purpose, 
I n  add i t ion ,  because you do not have a clause i n  your governing instrument 
providing f o r  the  d i s t r i b u t i o n  of your remaining a s se s t s  upon terminat ion 
fo r  an exempt purpose you do no t  s a t i s f y  the requirements of the 
organizat ional  t e s t .  

Therefore,  we have concluded tha t  you do not qua l i fy  f o r  recogni t ion  
of exemption under s ec t i on  501(c)(3) of the Code. 

You a r e  required t o  f i l e  federal  income t a x  re turns  o n  Form 1120. 
Contributions t o  you a r e  not deduct ible  under sec t ion  170 of t h e  Coder 
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You have t h e  r i g h t  t o  p r o t e s t  t h i s  ru l ing  i f  you be l i eve  it i s  i n c o r r e c t .  
To pro ' tes t ,  you shou1.d submit a statement of your views, with a f u l l  exp lana t ion  
of your reasoning.  ?'his statement,  signed by one  of your p r i n c i p a l  o f f i c e r s ,  
must be submitted wi th in  21 days from the  da te  of  t h i s  l e t t e r .  You a l s o  
have a r i g h t  t o  a conference i n  t h i s  o f f i c e  af ter your statement i s  submitted.  
You must r eques t  the  conference i f  you want one, when you f i l e  your p r o t e s t  
s tatement.  I f  you a r e  t o  be represented by someone who i s  not one of your 
p r i n c i p a l  o f f i c e r s ,  t h a t  person w i l l  need t o  f i l e  a proper power of a t t o r n e y  
and otherwise q u a i i f y  under our Conference and P r a c t i c e  Procedures. 

I f  you do not  p r o t e s t  t h i s  proposed r u l i n g  i n  a t ime ly  manner, i t  w i l l  
be  considered by the  I n t e r n a l  Revenue Serv ice  a s  a f a i l u r e  t o  exhaust 
a v a i l a b l e  adrcinis t r a t  i v e  remedies. Sec t ion  7428(b) ( 2  ) of t h e  I n t e r n a l  
Revenue Code provides,  i n  p a r t ,  t h a t ,  "A dec la ra to ry  judgment o r  decree 
under t h i s  s e c t i o n  s h a l l  n o t  be i ssued i n  any proceeding unless  t h e  Tax 
Court ,  t h e  Claims Court, o r  t h e  D i s t r i c t  Court of the United S t a t e s  f o r  
t h e  D i s t r i c t  of  Columbia determines t h a t  t h e  organizat ion involved has 
exhausted admin i s t ra t ive  ranedies  a v a i l a b l e  to  i t  wi th in  t h e  I n t e r n a l  
Revenue Service .  " 

I f  we do not hear from you wi th in  21 days, t h i s  ru l ing  w i l l  become 
f i n a l  and copies w i l l  be forwarded t o  t h e  D i s t r i c t  Di rec to r .  ThereaFLer, 
any questions about your f e d e r a l  tax s t a t u s  should be addr!:ased t o  t h a t  
o f f i c e .  Also, t h e  appropr ia te  S t a t e  off1.cials w i l l  be n o t i f i e d  of t h i s  
a c t i o n  i n  accordance w i t h  s e c t i o n  6104(c) of t h e  Code. 

Chief, ~ x e r n & ~ r ~ a n i z a t l i o n s  
Rulings Branch 




